RESEARCH OF THE IMPACT FROM FOREIGN STOCK
MARKETS TO STOCK EXCHANGE OF THAILAND USING
PRINCIPAL COMPONENT ANALYSIS

SASI SRIWASUTA

A THESIS SUBMITTED IN PARTIAL FULFILLMENT OF THE
REQUIREMENTS FOR
THE DEGREE OF MASTER OF BUSINESS ADMINISTRATION
(BUSINESS MODELING AND ANALYSIS)
FACULTY OF GRADUATE STUDIES
MAHIDOL UNIVERSITY
2011

COPYRIGHT OF MAHIDOL UNIVERSITY



Thesis
entitled
RESEARCH OF THE IMPACT FROM FOREIGN STOCK
MARKETS TO STOCK EXCHANGE OF THAILAND USING
PRINCIPAL COMPONENT ANALYSIS

Mr. Sasi Sriwasuta
Candidate

............................................

Lect. Pandej’Chintrakan Ph.D.
Major advisor

..............................................

Asst. Prof. Yingyot Chiaravutthi, Ph.D.
Co-advisor

Prof. Banchong Mahaisavariya, Asst. Prof. Yingyot Chiaravutthi, Ph.D.
M.D., Dip Thai Board of Orthopedics Program Director

Dean Master of Business Administration
Faculty of Graduate Studies Program in Business Modeling and
Mabhidol University Analysis

International College
Mahidol University




entitled

RESEARCH OF THE IMPACT FROM FOREIGN STOCK
MARKETS TO STOCK EXCHANGE OF THAILAND USING
PRINCIPAL COMPONENT ANALYSIS

was submitted to the Faculty of Graduate Studies, Mahidol University
for the degree of Master of Business Administration (Business Modeling and Analysis)

March 5, 2011

.......................................

Asst. Prof. Yingyot Chiaravutthi, Ph.D.
Member

...............................................

Prof. Banchong Mahaisavariya,Ph.D.
M.D., Dip Thai Board of Orthopedics
Dean

Faculty of Graduate Studies

Mahidol University

..............................................

Mr. Sasi Sriwasuta -
Candidate

..............................................

Asst. Prof. Sittisak Leelahanon, Ph.D.
Chair

...... //"WQ%W

Lect. Pandej Chintrakan, Ph.D.
Member

...............................................

Assoc. Prof. Rassmidara Hoonsawat, Ph.D.
Dean

International College

Mahidol University



ACKNOWLEDGEMENTS

First and Foremost, | would like to thank my advisor, Dr. Pandej

Chintrakan for providing topic, guidance on the first thesis written and give me so

much help and support during my thesis.
Second, | would like to thank Ms. Suparat Chuechote for comment and

suggestion and Ms. Jirachaya Vilairuangkul for review my thesis written.
I have pleasure to thank my Asst. Prof, Dr. Yingyot Chiaravutthi, and all the

MUIC staffs that have provided me helpful resources and other relevant materials.
Thanks to all of my friends who have journeyed with me throughout the MBA program,

we have shared so many great experiences and discovered of what life is about and how

to make the best out of it.
Finally, and most important, | would like to thank the entire participants

who participate in my experiment to make this research completed.

Sasi Sriwasuta



Fac. of Grad. Studies, Mahidol Univ. Thesis /iv

RESEARCH OF THE IMPACT FROM FOREIGN STOCK MARKETS TO STOCK
EXCHANGE OF THAILAND USING PRINCIPAL COMPONENT ANALYSIS

SASI SRIWASUTA 5038706 ICMA /M

M.B.A. (BUSINESS MODELING AND ANALYSIS)

THESIS ADVISORY COMMITTEE: PANDEJ CHINTRAKAN, Ph. D., YINGYOT
CHIARAVUTTHI, Ph.D.

ABSTRACT

The purpose of this study was to determine how the market conditions of
international capital markets effect the movement of the Stock Exchange of Thailand
(SET).Assuming that investors need to diversify risk, particularly investment in foreign
stock markets, Thailand is an attractive location for investment in Asian countries. This
study determines how the capital movement or return on international stocks is associated
with the movement of SET. The foreign index has proven there is a relationship between
the cash inflow of foreign investors and their investment in emerging stock markets in
Asia (Thailand, South Korea, Taiwan, Philippines, India, and Indonesia), and the MSCI
North America Index. The results of the Simple Regression Analysis and the Ordered
Logistic Regression models showed that there is a statistically significant association. The
Principal Component Analysis (PCA) was proposed to develop an effective model to
compare the international stock markets movements' to that of the SET. New variables
were created to represent information about foreign stock markets and to analyze the
relationship between the recent factors by utilising Multiple Regression. The PCA was
used to eliminate the multicollinearity problem from the study. In summary, the results
showed that the international stock market was statistically significantly associated with
the Stock Exchange of Thailand.
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CHAPTER |
INTRODUCTION

1.1 Background of Study

The movement in international investment has been a magnificent topic to
the business research community and also to the economic planners. Emerging market
countries in particular need the external investment to raise the level of economic
cycles, making the more capitals. However, ones need to account the variation in
international investment and the capital flow among countries. Therefore, the
international investment flowing in the stock market will be investigated and described

via mathematical and statistical models in this study.

Figure 1
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Thailand, for example, is a developing country that still relies on foreign
money flow. Figure 1 shows that the movement in international investment during
2007 — 2008 in terms of foreign net buy of foreign investors influences on stock
exchange of Thailand significantly. The impact of international investment to the stock
exchange market of Thailand. When the foreign net buy has negative values, meaning

more stocks are sold than purchased by foreign investors, the SET (Stock Exchange of
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Thailand) index decreases. In addition, the similar relationship between the foreign net
buy and stock exchange index occurred also in Korea. Figure 2 shows the new stock
market (KOSPI) and its relationship with the foreign net investment.

Figure 2

KOSPI INDEX and Foreign Net Investment from Jan. 1, 2008- Sep. 26, 2008
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in this study, we analyze the behavior of foreign investors in purchasing
stocks and the impact of the powerful stock markets to the new stock markets in Asia.
The study will contribute to all level of investors and economic analysts. It gives
explanation about the variations in powerful stock markets and its effects.
Understanding the behaviors of international investment and the relationship to stock
exchange market, the investors and economic planners will have a means to prepare
for fluctuation in economic system.

From the investigation, the flow in selling and purchasing stocks from
foreign investors in the emerging stock markets of Asia shows some variation. Figure
3 illustrates the relationship between the foreign net buy of the emerging stock
markets and the powerful stock markets. The charts of year 2000 and year 2008 have

the similar trend of this relationship.
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Table 1
Correlation of net foreign buy Year 2000

India  Taiwan South Korea Philippines Thai Indonesia
India 1.0000
Taiwan 0.2068 1.0000
South Korea 0.1104 0.4836 1.0000
Philippines  0.0114 -0.0231  -0.0601 1.0000

Thailand 0.0748 0.1020 0.1545 0.1280 1.0000
Indonesia -0.0894 0.0321 0.0050 0.0140 0.0928 1.0000
Table 2

Correlation of net foreign buy Year 2008

India Taiwan South Korea Philippines Thai  Indonesia
India 1.0000

Taiwan 0.4232 1.0000

South Korea 0.2474 0.5195 1.0000

Philippines  0.1103 0.2328 0.2122 1.0000

Thailand 0.3902 0.5441 0.5230 0.2911 1.0000

Indonesia 0.1668 0.1709 0.1354 0.0889  0.1201 1.0000

Source: Bloomberg and calculation

What is the underlying reason for yielding the same behavior in trading
stocks of the emerging markets for two different years? Richard (2005) and Griffin et
al. (2004) have discovered the factors that could affect the behavior of net purchasing
from foreign investors; (i) the change in the index (paying off price) of the market in
the host countries and (ii) the change in the index of the powerful market, for example,

the North America’s stock exchange market.

The relationship may exist thank to the increasingly important role of
international institutional investors, especially hedge fund in the global financial
system. In 2005, Absolute Return Magazine showed that there were 196 hedge funds

in the global financial system. Each hedge funds has asset more than billion U$ dollar.
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Moreover, in 2006, Henessee, an consultant company of hedge funds, showed the
increasing asset of hedge funds up to 1.4 trillion U$ dollar and the lasted update 2.68
trillion U$ dollar in 2007 (2008 Hedge Fund Asset Flows & Trends Report). It can be
showed that the core financial activities of hedge funds during 2006 — 2007 are 30 per
cent of US Bond market, 55 per cent of Derivative markets, 55 per cent of Treasury
Bond in emerging markets and 30 per cent of stock trading (The Wall Street Journal,
August 30, 2001).

Therefore the relationship between stock trading behaviors of foreign
investors in Asian emerging markets and changes in MSCI Index can be explained by
the fact that foreign investors need to sell stock in emerging markets after they sustain
losses from their investments in major markets to compensate lack of liquidity.

This result harmonizes with international research (Calvo, 1009;
Calvo,2000; Kyle & Wei, 2001; Kodres & Pritsker,2002 Yuan, 2005). If the
accumulated returns of MSCI North America are highly negative, the net foreign
outflow in emerging markets will be highly positive (model 1) or the probability of
investors selling stock simultaneously in many countries (model 2) in the following
day will be high. On the contrary, if the accumulated returns of MSCI North America
are highly positive, the net foreign inflow in emerging markets will be highly positive
(model 1) or the probability of investors buying stock simultaneously in many
countries (model 2) in the following day will be high. This shows that changes in
market conditions of major stock markets influence trading behaviors of foreign
investors in Asian emerging markets. This study enhances the more understanding of
factors influencing to the decision of foreign investors in emerging markets in Asia. It
is more crucial for local stock investors to predict stock index in their own countries.
(figure 1 and figure 2). Moreover, this study also provides the advantages to
government sector to adjust policy to comply with economy system of stock markets
that are more related.

To study external factor influencing on stock market in any country, it may
have many external factors impacting on stock market. Therefore, it is difficult to
study practically many external factors in the same time. Moreover, it may cause
multicollinearity which leads to deviate the outcome and it would be difficult to be

applied. At present, business research community always select the factor that give
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the most serious impact to stock market or the new accumulated factors that would
lead to the new outcome which can not be used for analysis. Consequently, we should
use the technique which is easy and complete for applicable use. Currently, business
research community has an interest of Principal Component Analysis which is easy to
apply and it is free of multicollinearity.

1.2 Significance of study

The research focuses on external factors due to the reason that external
factor is the key factor to most understand the impact on Stock Exchange of Thailand.
It will also help investors to set the strategy for investment.

1.3 Scope and Objective of the Study

The research has an intention to study the impact on return of MSCI index
of North America with capital investment inflow to Emerging Market, whether
external factors impact on Emerging Market or not. The next step, the research study
on the return from foreign markets whether it has an influence on Stock Exchange of
Thailand. The research also use the technique of Principal Component Analysis for

creating new variables to reduce multicollinearity problem.

1.4 Benefit

To forecast of return tendency receiving from investment in stock market
by studying external factors which impact on stock market, it will help investors to
make the right decision for buy and sell stocks, or else it can minimize risk for stock

investment; derivative model can also minimize risk.
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CHAPTER I
LITERATURE REVIEW

It is quite often that the adjustment of a powerful market would make a
critical impact to medium-sized markets and small-sized markets. However, the
perspectives of investors are the belief in stabilities of such markets. In particular, if
the powerful market is prosperous, the investors will have confidence and increase
their investment to the small and medium-sized markets. Nonetheless, this is just
from an investor’s side. We also need to connect the consequences to the characters
of each stock market (Chintrakarn & Komonrat, 2010).

Considering the stock index of each market, we found the trend of index
is likely related to the macroeconomics. Many different aspects have linked to the
global factors, for example, the increasing of interest rate of global economics
(Frannery & James, 1984), the decreasing in the amount of supply, and the change in
international money exchange rates (Mun, 2008). Those global factors have dramatic
effects to the investing decision of foreign investors as well as the stock exchange
markets simultaneously. Apparently, there are many countries bound to one another
for commercial and financial reasons. Those countries could be a prototype group of
why the variables in macroeconomics could not clearly explain the fluctuation in
stock exchange markets (King, Sentana & Wadhani, 1994). Currently, the
economists and business planners still investigate this phenomenon. Consequently,
there have been many hypotheses stated, including that the adjustment of stock
market index is just a reflection of investors toward the public media. However, the
empirical study does not support this hypothesis (Karolyi & Stulz, 1996)

Recently, the research community has paid much attention to the role of
foreign investors that affects the trend of index in stock markets. Particularly, during
the financial crisis, the changes in stock indices mostly have the same trend.
However, during the high level in economic instability, indices in regional stock

markets are likely to behave in the same way. If many stocks are owned by foreign
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investors, the abrupt change in stock indices could be more and might affect national
economy (Boyer, Kumagai & Yuan, 2006). Therefore, the role of foreign investors
has been discussed as one of the factors that could increase the disasters to stock
markets or support the growth of stock markets (Kyle & Xiong 2001, Calvo 1999,
and Yuan 2005)

The referred studies represent the relationship between various variables
on the capital market. In this research concentrates on the influence of international
capital markets with Thai Capital Market by using Principal Component Analysis
(PCA), which was applicable to wide-ranged uses in academic world, for instance, in
2005, Newton operated the PCA to study the relationship between capital markets in
the Latin America countries and Asian countries during 1980-1990. He used the PCA
to determine the Loading value and point out countries containing a high correlation
by comparing each PC axis result. Additional example is, in 2009, using the PCA to
study the relationship between capital markets in the emerging market of Meric. The
paper applied the Loading value to analyze the association of each country and
categorize the high correlation countries based on each axis of the PC. The highest
loading value and nearest to the axis were the keys concern about grouping. Refer to
two research papers utilized the benefits of the PCA in forming the similar
correlation countries. Another study conducted by Kassim Haron & Maiyastri, 2004,
using the PCA to create new variables in the model for GARCH, SGARCH,
EGARCH, ARCH (1), ARCH (2) to determine the best model for the best usage in

the Bursa Malaysia.

Principal Component Analysis
The main factors analysis is a technique to reduce the number of
variables by creating new variable with the same original function. The Orthogonal
was the characteristics of the result functions’. Thus, the new-fangled function would
be free of multicollinearity problems.
The details and variance from original variables were pulled out which

could be derived as following equation:
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PC = WnI'Xl + wnz'an + wn3'X3 + . + an'Xm

n=12,....m

where ww, = 1 by Var(PC,) =\,
By A Eigen value of Eigenvector n

and  var(PC,_ ) > Var(PC,)

1
or could be derived in the Matrix form as:
PC=W* X
where PC s the Matrix of main variable
wW is the matrix of coefficient in the new variable function (Eigenvector)
X is the matrix of the original variable function
Calculation of Eigenvector
the condition is:
Maximizes Var(PC)) = Var(w;-X) = w'-Z-w
where ww, =1
¥ is covariance matrix
applies the Lagrangian Machanics, the equation can be written as follow:
Maximizes w'Zewy = A(w"wy — 1)
Zow; - Aw =0
(T-AD)w =0
resulting of % is Eigen value and w, is Eigenvector

As of the study of the relationship between the original variable and
the main factor or the correlation coefficient between the main factor and original

variables, the Loading could be calculated as shown below:

w..
R
Li/‘ Sj N 7‘:‘

where L, is loading value of the original variable at j ()6) and main factor at i

(PC)
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Wi is weighted average of the original variable at j in the main factor
generation at i (PC;)
A is Eigen value of the main factor at i (variance of main factor at I

(PCy)
Sj is standard deviation of the original variable at j (X;)
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CHAPTER 111
RESEARCH AND METHODOLOGY

The study aims to investigate the relationship between the trading
behaviors of investors in international capital markets affecting movement of capital
markets in Asia region. The study used the Bloomberg database from the date of
January 1, 2001 until July 29, 2008. The main source was Daily Stock Market (units
are in million US Dollar) of foreign investors in emerging markets of six countries in
Asia, including Thailand, South Korea, Taiwan, Philippines, India, and Indonesia.
The Morgan Stanley Capital International, so-called MSCI or MSCI Index was
prepared for institutional investors to be benchmarks in international investment in
various regions around the world. It could be the standard for measurement the return
on investment. The index is an acceptable indicator of stock exchanges conditions’ in
the region. Moreover, the previous studies found that the stock exchanges in North
America such as the S & P 500 statistically significant affected on the movement of
the stock index (Griffin, Nardari,. & Stulz, 2004; Richards, 2005; Chintrakarn &
Komonrat, 2010). The MSCI index for North America was chosen for this study.

The econometric method, regression analysis was introduced in order to
consider the changes in cumulative returns affect to foreign investors’ behavior. Two
approaches were used to estimate the relationship between the yield for five
accumulative days of the MSCI index in North America (Independent variables:
MSCI NA cumulative return) toward the net value of shares of foreign investors
asking for the next day in emerging markets in Asia. (Dependent variable: Net
foreign outflow). The interpretation of two possible outcomes is that the net value of
share is positive representing the selling-off phenomenon in emerging markets in
Asia particularly in Thailand, South Korea, Taiwan, Philippines, India, and
Indonesia. On the other hand, the net value of share is negative denoting the net

bidding occurrence.
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Yt = ﬂo +:81Xt71 + &
where Y, is the net value of shares the foreign investors asking for the next day in

emerging markets in Asia  (Unit: USD million)

X is the yield for five accumulative days of the MSCI index in North

America could be derived from the following equation:

by P_, is the MSCI index in North America at time is t-1 and P_, is the MSCI index

in North America at time is t-5
The 95 percent of confidential level or 5 per cent of statistic significant

level was applies to examine the £, in the above regression equation.

Hypothesis
Hy: B,=0
i/ Bl # 0
However, limitations of linear equation couldn’t apply to some cases, the
Ordered logistic model (Greene, 2002)) was proposed to improve non-linear
relationship issues effectively. The tool was brought to estimate the five days
accumulative yield on the probability of incurred events. For instance, the probability
of foreign investors asking for shares in only one country, two countries, three
countries, and four countries in emerging markets. In order to use Ordered logistic
model the Discrete variables are required to rank as 1,2,3,4,5,6,7. The dependent
variables (Y) were determined as follows: the outcome equal to 1, which means that
there is no asking of shares by foreign investors in any country in emerging markets.
The outcome is 2 which mean on that day there is a net asking by foreign investors in
one country in emerging market. The outcome is 3 which mean on that day there is a
net asking value by foreign investors in two countries in emerging market. The
outcome is 4 which mean on that day there is a net asking value by foreign investors
in three countries in emerging market. The outcome is 5 which mean on that day

there is a net asking value by foreign investors in four countries in emerging market.
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The outcome is 6 which mean on that day there is a net asking value by foreign
investors in five countries in emerging market. Finally, the outcome is 7 which mean
on that day there is a net asking value by foreign investors in six countries in
emerging market. The independent variable (X) is the cumulative return of five of
the MSCI North America, the formula shown below:

P(Y =1) = @(1y - BX),
P(Y =2) = ®(1, = %) = P(pt, = %)
P(Y =3) = (1 — %) = P(1, — BX)
P(Y =4) = d(u, - %)~ D15~ BX,)
P(Y =5) = ®(us — %) = P(1, — %),
P(Y =6) = D(us — %) — (15 — %),
P(YY =7)=1-D(y, — pX;)
where ®(.) is the distribution of Logistic distribution then Maximum likelihood
method was used to find out the probability of Likelihood
Likelihood (B, 14, thy 1, s ks, 1) = P(Y, = Y1, Yy = Yoo Yo = V,)

A A A A

to estimate the coefficient (3, 14, 145, 1, 14, Us , 1) @nd probability of each occurred

event.

The two proposed models examine the relationship between the trading
behaviors of investors in international capital markets affecting movement of capital
markets in Asia zone. To improve accuracy of the model representing foreign capital
markets influences the capital markets in Thailand, the use of Principal Component
Analysis was proposed to reduce the number of variables (38 international capital
markets were used). However, the original data remain the same as start. Also, the
additional technique could solve multicollinearity problem which resulting of the
application on multiple regression (new variable incurred by using Principal
Component Analysis and causing Orthogonal which lead covariance equal to zero).
The index of each country from the Datastream data base involve the following

countries: Switzerland, Austria, Belgium, Austria, Brazil, Canada, China, Czech
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Republic acrylic, Denmark, Egypt, Finland, France, Germany, Hong Kong, Greece,
Hungary, Iceland, India, Ireland, Indonesia, Japan, Kuwait, Lebanon, Malaysia,
Korea, Mexico, the Netherlands, Philippines, Poland, Portugal, Russia, Slovakia,
South Africa, Spain, Sweden, Taiwan, Turkey, and the U.S.A. The facts were
arranged in daily-basis from February 23, 1996 to March 26, 2011, but the result will
be shown in weekly-basis which derived by the below equation:

R, = In
! Py

where R is the weekly return of the Capital market index at time t
P is the Capital market index at time t
P is the Capital market index at time t-1

The weekly rate of return each country were completely collected, the
data was arranged into one period of two years, there were totally thirteen intervals:
1996-1998, 1997-1999, 1998-2000, 1999-2001, 2000 -2002, 2001 -. 2003, 2002-
2004, 2003-2005, 2004-2006, 2005-2007, 2006-2008, 2007-2009, and 2008-2010.
Each interval could generate a covariance matrix for determine Eigen value and
Eigenvector in order to produce a function of major variables. The proportion of
accumulative variance is greater than 80 per cent was used to set limits of the number

of the main variables, the formula shown below:

n

>

i=k

% accumulate variance = - 100 %

. m
5

i=

when A, is Eigen value of Eigenvector i

m is the total of countries for the study
n is the main variables used in the study
The model developed by regression analysis made use to the number of
core variable which meet the criteria, each country contains accumulative variance is

greater than 85 per cent. The equation proved as follow:
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Model |
Y. = a, + al'PCI,t + az-Pcz,t + a3-PC3’t + ... + a”-PC

it
where Y;: isweekly rate of return of Thailand at time t

PC, is the main variables rank as n used at time t

Model | analyzed the weekly rate of returns of international capital
markets to Thai capital market in the same period, but in the reality the previous rate
of returns is another factor influencing the model. Thus, the Model Il was proposed

to improve the ideal validation, as described as:

Model |1
Yl.,t = a, + a1~PC1,t + “2'PC2,t + a3'PC3’t + ... + “n'PCn,z
+oa, v PC a0 PG a3 PGt
.+ azn-PCn,t_ |
where Yi: isweekly rate of return of Thailand at time t
RC. ¢ is the main variables rank as n used at time t
a, is coefficient of regression equation of the main variables of n

pC, _is the main variables rank as n used at time t-1
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CHAPTER IV
DISCUSSION AND CONCLUSION

As per, the hypothesis stated above that the international capital market
conditions affecting the stock markets in Asia zone. We have investigated the study
by Simple Linear Regression and Order Logistic Regression, as mentioned above.

The results summarize as follows:

Table 3 Result of Simple Linear Regression

Linear regression Number of obs = 1970
Prob > F =0
R-squared = 0.16
Root MSE = 411.78
Net foreign outflow Coef. v P>t

MSCI NA cumulative return -7986.5 -19.1655 0
Constant -41.37 -4.4587 O

Note: (1) using STATA as a tool for statistic calculation (2) the R-squared value 0.16 means that 16% of the
change in the net asking value in the days after foreign investors in emerging markets in Asia, which can
explained by the only one variable of 5 days accumulative return of MSCI index in North America. The output is
not high value because there is only one independent variable. Though the objectives of this research is not a
perfect model development, the only thing is to analyze the statistically significant 5 days accumulative returns of

MSCI index in North America per net asking value per foreign investors in emerging markets in Asia.
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Table 4 Result of Ordered Logistic Regression

Ordered logistic regression Number of obs =1664
LR chi2(1) =208.13
Prob >chi2 = 0

Log likelihood = -2991.9624 Pseudo R2 = 0.034

Y Coef. z P>|z|

MSCI NA cumulative return -25.89 -1383 0

/MU1 -2.36
/MU2 -0.93
/IMU3 0.00
IMU4 0.91
/MU5 1.86
IMUG 3.19

The given out of model | through the simple linear regression at the
confidential level of 95%, the result is Ho was rejected implies that the five days
accumulative returns of MSCI index in North America were considerable negatively
correlated with the net asking value in day after foreign invested (the dependent
variable Y: Net foreign outflow) in emerging markets in Asia.

The result of Model 11, the estimated coefficient (beta) of the model was -
25.89, at statistically significant, at the 95% confidence level. The negative outcome
defines the changes of five days accumulative returns effect on the probability of net
asking value of foreign investors at the same time in different countries. Figure 5 and
6, resulting of the estimated coefficient to determine the probability of the events
(Greene, 2002). The horizontal axis is the return of five day accumulative return.
Meanwhile, the vertical axis is the probability that net asking value incurred in
emerging markets in different level (number of countries where net asks). For
example, the vertical axis is the probability of asking shares by foreign investors
simultaneously in six countries (Y = 7), shown in Figure 5. The explanation is that in
five days cumulative returns were very negative as -12% , it can be seen coming that

there is more than 50% probability of net asking incurred in six countries in the
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following day. In figure 6, the vertical axis represents the probability that an event
will occur at no transaction takes place in any country in emerging markets (Y = 1).
The result shown that at five days accumulative with a high return as 12%, it can be
analyzed that almost 80 per cent at no transaction takes place in any country in
emerging markets on the following day. In another word, approximately 80 per cent
of foreign investors decide to bid stock in every country after one day.

Figure 3 Graph of sensitivity of stock trading by Order Logistic Regression

If the accumulated return in 5 consecutive days  If the accumulated return in 5 consecutive
equals to -12 per cent, the probability of net days equals to 12 per cent, the probability of
stock sell in the following day by for foreign net stock buy in the following day by for
investors in emerging markets in 6 countries in  foreign investors in emerging markets in 6
Asia is more than 50 per cent. countries in Asia is more than 80 per cent.

.

T T T T T T T T T T
=2 il 0 1 2 -2 -1 0 1 2
MSCI NA cumulative return MSCI NA cumulative return

The illustration above could ensure the relationship between the states of
trading behavior of investors in capital markets in different countries in emerging
markets in Asia, but some factors influenced the clarity and precision. Therefore, two
models were proposed to measure the effect of foreign capital markets to Thai capital
market, as in models | and 1. Model I results are shown in Table 6 (The elements of
each variable, the details is in Appendix A). The model outcome could explain the
nature of capital markets in Thailand, the average is around 48.53% (see the R
Square is around 48.53%). Also, the first factor is the most significant implications

all the time. More and more, the result leads to a capital market of any country,
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affecting factors the most major factor by using the Loading (as shown in Table 7,8)
representing Finland, France, Germany, Hungary, the Netherlands. Russia, Spain,
Sweden, the United States will be well- explained the nature of capital markets in
Thailand.

Besides, the analysis of the time in each stage found out that the R
Square is low during 2002 - 2006, and was higher after 2007 which could explain
characteristics of capital markets in Thailand from 2002 to 2006. The economy
recovered after the crisis in 1997, Thai capital market was quite strong, so not
susceptible to external factors. Thus, there was just slightly impact on capital markets
of Thailand. In 2007 -2010, the Subprime crisis caused the global economy slow
down. As Thai capital market was also weak and the external factors affecting or the
change in foreign capital market to move to the same direction. It can summarize that
the external factors just slightly influence when Thai economy was prosperous. On

the other hand, the Thai capital market was sensitivity to economic crisis incurred.

The Model Il was developed to examine the historical rate of return in
foreign capital market affect to current Thai capital market. The model solution
found the main factor represents one week backward which significantly have no
relationship with Thai stock exchange (T-Stats not significant at 95% confidence
level), which may be due to current news and accessible to some information to
support the decision-making in investment. It can conclude that the international

market conditions greater than a week just lightly influence Thai capital market.
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